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7.  Is the Article supplied at a Constant, an Increasing or a
Dim in ishing Cost ?

It is well known that in certain occupations, or under given
conditions, every successive application of capital or labor
gives returns of approximately constant amount. The prod-
uct is then in exact ratio to the amount of capital or labor
applied, and the industry is said to be subject to the law of
constant returns. The normal value of an article which is
thus reproducible at a fixed cost tends to be equal to the
cost of production.

In certain occupations, however, every successive applica-
tion of capital gives returns, not of the same, but of a con-
tinually smaller amount. The industry is then said to be
subject to the law of diminishing returns, or of increasing
cost. This condition is normally true of agriculture, and
forms the basis of the Ricardian law of rent. How far it
is applicable to industry in general after a certain stage of
profitableness has been passed, we shall see in a moment
On the other hand, the industry may obey, up to a certain
point, the law of increasing returns or of diminishing cost.
For instance, where in any industry the proportion of fixed
or constant expenses to total expenses is large, a consider-
able increase of production can often be made without a
corresponding increase of cost. Successive applications of
capital and labor thus tend to produce returns which are, to
a certain point, increasingly greater in amount. The prod-
uct is not proportional, but progressive.

Although this conception of the laws of constant, increas-
ing and diminishing returns is an old one, their application
to the facts of actual life is often misunderstood. The law
of constant returns is generally assumed to be the normal
law, while the laws of increasing and diminishing returns are
supposed to be the exceptions. A more careful consider-
ation, however, shows that in ordinary competitive enter-
prises the law of diminishing returns is the normal law.
This has usually been recognized as true of agriculture; but